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The administration of Uruguayan President Jorge Batlle announced on June 20 the decision to let the
Uruguayan currency float against the US dollar. This and other recent measures enacted to obtain
International Monetary Fund (IMF) monies have angered the labor movement, which has called for
continuous protests for the next three months.
Economy Minister Alberto Bension announced the decision to let the peso float freely against
the dollar, abandoning the currency controls that since 1992 have required the Banco Central to
intervene in the market to keep the peso within a tight band. Within a few hours, the peso had
lost nearly 40% of its value, although it later stabilized at around 21 pesos to the dollar. The day
before, the peso had closed at 17 against the dollar. Under the narrow trading band, the peso had
depreciated 14% so far this year. Bension said the "historic" decision by the Batlle administration
was aimed at "perfecting and consolidating the currency exchange policy mechanisms, to bring
them into line with conditions" in the region, which is suffering the fallout from the Argentine
meltdown.
Because of the Argentine crisis and other factors, Uruguay's foreign reserves have dropped more
than 40% this year, to US$1.8 billion, and bank deposits have dropped 20%. Analysts said the peso
had become vulnerable to market speculation, and supporting the trading band was increasingly
costly. "The Central Bank is going to limit itself to ensuring that the transition is an orderly one,"
said Banco Central president Cesar Rodriguez Batlle. "Other than some very precise interventions,
this is going to be a clean float."
Walter Cancela, a professor of monetary economy at the Universidad de la Republica and an adviser
to the opposition Encuentro Progresista, tied the change to IMF conditions for additional aid. "It is
likely that the IMF conditioned the aid on the requirement that it was not to be used to defend the
exchange rate, but to strengthen the financial system," said Cancela. "In other words, I'll lend to
you, but not if you throw it into a bottomless well. And at this time, defending the exchange rate is
a bottomless well." The decision received support from most economic sectors and criticism from
labor and from many politicians including some within the coalition government.
Economist Daniel Olesker, an adviser to the labor organization Plenario Intersindical de
Trabajadores-Convencion Nacional de Trabajadores (PIT-CNT), said the change would lead to
"skyrocketing inflation." The president of the Chamber of Commerce, Horacio Castels, said the
measure was "necessary," and he disagreed that it would set off uncontrolled inflation. He said
that, at first, the price of the dollar would rise, "but then the market itself will adapt to the reality,"
he said. For Uruguay's Chamber of Industries, the decision was seen as negative, because "for a
country that is 90% dollarized, this measure will affect everything," said the group's vice president
Gonzolo Ruiz. The US favored the move.
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US Treasury Department's Undersecretary for International Affairs John Taylor praised the
Uruguayan government's alacrity in strengthening the financial system, opening up key sectors
of the economy, and reforming the tax system. IMF signals support The following day, the IMF
recommended that Uruguay's standby credit line be increased by US$1.5 billion. That was on top of
a US$769 million two-year credit package approved in March and additional assistance of US$500
million from the Inter-American Development Bank (IDB) and US$400 million from the World Bank.
"The crisis affecting the region has had more adverse effects on the Uruguayan economy than
previously anticipated," IMF deputy managing director Eduardo Aninat said. Aninat said
Uruguay had suffered greater economic impact since 1999 from the upheaval in Argentina and
the devaluation of the Brazilian real than any of the three countries had suffered from Mexico's
1994-1995 financial crisis. The Uruguayan government "acted valiantly," he said, and eliminating the
floating band was "a pragmatic decision" that responds "to the volatility in the region." He added
that Uruguay "is a classic case of contagion." That day, the Batlle administration said it would ask
Congress to approve 50 new measures to sharply reduce state spending, an IMF condition for the
additional aid.
"We are not attacking superfluous expenditures, we are proposing fundamental reforms," said
presidential advisor Carlos Ramela in announcing the austerity package, which he estimated would
save the government US$260 million. Austerity follows austerity The announcement on monetary
policy followed a May decision to impose a rigid structural adjustment program to reduce the fiscal
deficit from 4% of GDP to 2.5%, also demanded by the IMF. Those measures, which included salary
cuts and tax increases, were expected to increase revenue by US$230 million. Batlle said it was "a
frightening thought that what happened in Argentina could happen in Uruguay," and he accepts
"all the political and personal costs" of his austerity plan. He emphasized that the measures were
provisional and could be eliminated once the situation improves.
Batlle laid out the recent causes of Uruguay's problems, beginning with Brazil's 1999 devaluation of
the real, which cost Uruguay 50% of its exports to Brazil. He mentioned the flooding that destroyed
the rice and barley crops, the rise in interest rates, and the rise in the international price of oil
Uruguay imports all its oil. Batlle said the crisis had also hit the Uruguayan banking sector, a historic
refuge for Argentine depositors.
Since the beginning of the year, the banks have faced a steady stream of withdrawals, mostly from
people who fear possible restrictions like Argentina's corralito (see NotiSur, 2002-02-15). Batlle said
the worst events occurred last year with the epidemic of hoof and mouth disease that devastated
the beef-export sector (see NotiSur, 2000-12-01) and Argentina's crisis that resulted in a 50% drop in
tourism earnings. Economic activity in Uruguay shrunk 10.1% between January and March. Exports
fell 24.3% compared to the first quarter last year, and manufacturing contracted 15.4%. Uruguay is
also hampered by a bloated bureaucracy with 330,000 public employees, social security benefits for
650,000 retired workers, and 220,000 unemployed 14.4% of the economically active population (EAP)
of 1.3 million.

Labor protests measures
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The PIT-CNT, Uruguay's largest labor organization, called a one-day general strike for May 25 to
protest the measures. Union leader Juan Castillo dismissed Batlle's charges that he was destabilizing
the country. "I don't lose any sleep over Batlle," he said. "They are opinions of a president who is
isolated and who fights even with his own shadow. We will continue opposing the government's
economic policies, and we will continue mobilizing."
Despite labor's opposition, on May 29, lawmakers passed the proposed austerity measures.
Approval came a day after the IMF signaled its willingness to provide more funds. "The resolve of
the authorities and the actions already taken to deal with the current situation deserve continued
international support," said IMF managing director Horst Koehler in a statement. "I am particularly
impressed by the determination shown by President Batlle and the Congress to seize this
opportunity to strengthen the dynamism of the Uruguayan economy." The PIT-CNT held another
strike on June 11, the second in 15 days, to demand an end to fiscal pressures and to call for dignified
wages.
On June 23, the labor group said it would carry out "continuous mobilizations" for the next three
months to protest the measures approved in May and the decision to let the peso float, which has
brought significant price increases. Castillo said the protests would begin next week and intensify
the following Sunday with a cacerolazo (pot-banging in the streets). "We want everyone out on that
night," he said, adding that the protest would also include turning off lights in homes for several
minutes as a sign of protest. The announcement came as the executive announced that new austerity
measures were on the way, prompting calls for the resignation of Economy Minister Bension.
On June 25, the IMF announced the approval of the US$1.5 billion additional standby credit, with a
first payment of between US$500 million and US$600 million. The organization also approved a new
letter of intent specifying the Uruguayan government's 2002-2003 financial goals that include a fiscal
deficit of 2.5% of GDP for 2002 and 1.5% of GDP for 2003 and a negative growth rate of 5% for 2002.
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